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KOREA KEY ECONOMIC INDICATORS: 


All values in U.S. $ million 
and represent period averages 


Estimate 
Exchange Rate: US$1.00=/484.0 1974 1975 2 Change 
A 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices 18,761 12.5# 
GNP at Constant (1970) Prices 13,295 8.3 
Per Capita GNP, Current Prices 532 10.6# 
Plant & Equipment Investment, Current Prices 1,173 11.3# 
Personal Income, Current Prices 14,899 8.6# 
Indices: .(1970=100) 
Industrial Production 267.8 19.0 
Avg. labor Productivity 155.2 10.9 
Avg. Industrial Wage 259.3 26.8 
Labor Force (Thous. ) 12,340 2.2 
Avg. Unemployment Rate (%) hel O 


MONEY AND PRICES 


Money Supply 2/ 1,954 2,4h2 25.0 
Interest Rates (Commercial Banks) 5565 15.5 O 
Indices: (1970=190) 

Wholesale Price 188.2 238.0 - 


- 
02 


°. 
Gold & For. Exch. Reserves 27 1,054.0 1,546.3 46.7 


External Public Debt 2/ 3/ 4,347 5:792 33.2 
Annual Debt Service 665 751 12.9 
Annual Debt Service Ratio (%) 3/ 12.4 12.8 3.2 
Balance of Payments 4/ -970.0 —599.5 ~ 
Balance of Trade Iif6s -snA + 
Exports, FOB 4,h60.4 5,082.0 13.9 

U.S. Share (%) 33.5 30.2 = 
Imports, CIF 6,851.8 TWs2Thek 6.2 

& 2 


Retail Sales in Seoul (Real Terms) 118.8 111.4 


Main Imports from U.S. -1975: (quantity in thousands of M/T and value in $ million) 
Grain; 2,621 M/T & $596.2; Raw Cotton, 175: M/T & $246.1; Electrical Products, 4 M/T 
& $165.5; Non-Electrical Machinery, 23 M/f & $161.4; Transportation Equipment, 73 M/T 
& $158.0; Ores & Metal Scrap, 682 M/T & $104.2. 


# Percentages differ from that computed on won basis because of exchange rate distortions. 


Footnotes: 1/ Embassy estimates. 
2/ Data are for end of period. 
3/ Embassy estimate. Includes payments on all debt (of one year and more 
maturity) as % of total exports of goods and services. 


4/ Basic balance. 
Sources: Bank of Korea, Economic Planning Board, and Ministry of Finance. 





SUMMARY 


The year 1976 promises to be one of the better in Korea's history 
of economic growth. In almost all areas progress to date has 
been spectacular; real GNP increase for the year may reach 15 
percent led by large gains in exports (up 63 percent in the first 
half). Industrial production has reached new peaks. The 
improvement in the balance of payments has surpassed all ex- 
pectations. As a result the current account deficit may fall to 
$500 million compared to the $2 billion deficit recorded in 1975. 
Despite the near record growth inflationary pressures have been 
restrained as a result of a restrictive monetary policy and fiscal 
restraint. 


With a continued buoyant economy forecast for the next year and 
the country's improved payments position, increased opportunities 
may soon be available for US exporters in capital goods and high 
technology equipment. Foreign private investment, on a somewhat 
more selective basis, continues to be welcome in the ROK. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Production Surges Ahead 


Per capita annual GNP, which crossed the $500 mark in 1975, is 
expected to reach $690 for 1976 as the economy's current strong 
momentum continues. Real GNP in the first half of 1976 was 17.4 
percent higher than the first half of 1975, the second highest 
semiannual growth rate on record for Korea. For 1976 as a whole 
real, GNP growth seems certain to exceed the current official 
Korean projection of 12 percent growth by several points, far 
above the 7 to 8 percent target set at the beginning of the year. 


The main engine of this remarkable growth has been exports, 
which were 52.9 percent higher (in constant 1970 prices) in the 
first half of 1976 than in the first half of 1975; if current 
dollar prices are used, the increase is even higher -- 63.2 
percent. Agriculture and fisheries production also showed good 
growth during the first half, 10.9 percent above the first half 
of 1975, principally because of bumper wheat and barley harvests. 
Current indications are that the autumn 1976 rice harvest will be 
the best ever. 
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Sharply increased industrial production(the index for July 1976 

was 24.3 percent above December 1975, on a seasonally adjusted 
basis) has largely taken up excess manufacturing capacity which 

had developed during the 1974-1975 international recession. 
Investment in new fixed assets however, remained at a very 

modest level in the first half of 1976, only 1.0 percent above 

the first half of 1975. Tight money and credit policies, which 
have been intensified to bring the inflation rate down, discouraged 
investment in housing, which was 22.8 percent lower in the first 
half of 1976 than the same period in 1975, while budgetary restraint 
resulted in a 7.7 percent decline in government construction. 
Commercial and industrial investment, on the other hand, turned up 
in the second quarter and leading indieators point to an accelera- 
tion of that trend over the final six months. 


Although 1977 growth targets have not been set, it seems likely 
that the real GNP growth rate will be above the 9.0 percent 
average annual real growth rate assumed in the Korean government's 
draft Five Year Economic Development Plan for 1977-1981 and also 
above the 10 percent rate recently predicted by Korean planners. 
Continued rapid growth in 1977should stimulate greater investment 
in new manufacturing capacity in 1977. 


Over the 1977-1981 period, under the Fourth 5-Year Plan, fixed 
capital investment is planned to grow by about 9 percent a year, 
with the greatest proportional increases in electric power, 
communications, machinery, electronics, shipbuilding, metals, 

and chemicals. Increased investment in social infrastructure 

to improve welfare will be concentrated in education and manpower 
development (including technical training) and in housing. 
Investment in health, previously at a low level, will increase 
sharply but even then will represent only about 1 percent of 

total investment outlays, according to present government planning. 


Inflation Management Becomes the Major Economic Issue 


Determined to bring down the rate of inflation to a level close 
to that of the major industrial nations, the Korean Government is 
trying strenuously to lower public expectations of inflation by 
policies to restrict money and credit, to achieve a balanced 
budget, or even a surplus,and to enforce selective price controls. 
Even with the economy heating up, it looks as if these policies 
will succeed in limiting 1976 price inflation close to the target 
of 12 percent for retail prices compared to 26.3 percent in 1975. 
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Since there are suppressed inflationary pressures in the present 
economy, continued good management and perhaps luck will be 
required to lower the inflation rate still further in 1977 
towards the 7.0 percent rate targeted for 1978 and beyond (on a 
GNP deflator basis). At mid-year the government, adapting to 
higher GNP growth expectations, raised the 1976 target for 
growth of money supply (M-1) up from 20 percent to 25 percent. 
According to data through September, the money supply was up at 
a seasonally adjusted annual rate of 22.7 percent compared to a 
32 percent annual rate recorded over the first eight months. 


Since the end of 1974 Korea has maintained its fixed exchange 
rate at 484 won to one U.S. dollar. As demonstrated by Korea's 
surging exports, there is so far no pressure for devaluing the 
won for competitive trade advantage. 


Corporate Investment Slowed 


Restrictions on money supply and domestic credit growth combined 
with selective price controls and more rigorous tax collection, 
have so far apparently prevented the current economic boom from 
increasing corporate profits enough to self-finance needed 
investment. In 1975 corporate profitability decreased while 

sales increased, particularly in the second half of the year. 
However, higher export prices in 1976 may have reversed this 
trend, although concrete data is lacking. On the other hand, 
bank lending rates are up in 1976, in line with government policy, 
in spite of a much lower rate of inflation than in 1975, and 
selective credit controls remain tightly enforced. Equity 
flotations, the last major recourse to corporate financing for 
expansion, appears unattractive to many corporations because of 
lack of bouyancy or depth in the Korean stock market and a 
traditional reluctance by closely-held firms to dilute control. 
The government has, nevertheless, pressed forward with a multi- 
year program to induce large closely held corporations, including 
for the first time, joint ventures, to go public as part of a 
long-term policy of diversifying ownership for broad social and 
economic reasons. 


Spectacular Improvement in Balance of Payments Situation 


After two years of deficits on current account of roughly $2 
billion a year, largely due to the impact of the oil crisis and 
the subsequent international recession, the 1976 export boom is 
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producing a remarkable recovery in Korea's balance of payments 
situation. Current trends indicate the 1976 deficit on current 
account is likely to fall to no more than $500 or $600 million 
(see Table 1 below for details). The projected narrowing of the 
visible trade deficit by a stunning $1.3 billion accounts for 
most of this improvement. Sharply increased foreign exchange 
receipts from tourism and overseas construction activities are 
contributing to a strong performance in the services account 

as well. 


On the capital side, net short term inflows in 1976 are down 
steeply from the levels of the past two years when Korea had 

to resort to extensive short term borrowing to finance its 

large current account deficits. Present policy is focused on 
stabilizing short term debt at approximately the existing level. 
However, as foreign exchange reserves continue to mount ($2,362 
million as of the end of September, with a figure as high as 
$2,700 million likely by December), an early shift towards 
policies aimed at a net contraction of short-term debt is a 
possibility. Net long and medium term capital inflows are 
expected to be about $1.4 billion for 1976, sufficient to 
produce a healthy balance on basic account of roughly $700 
million. With 1976 commitments for new foreign loans and 
investment totaling $2.6 billion through September, as compared 
to $1.4 billion for all of 1975, an even higher level of net long 
and medium term inflows is anticipated for 1977. Despite this 
increased indebtedness, Korea's debt service ratio (defined as 
the ratio of its debt service burden on debt of one year and over 
to current exports of goods and services) should fall to just 
over 11 percent for 1976, as compared to 12.8 percent in 1975 
and a high of 21 percent in 1970. 





Table 1. Ko Mi 


Actual Prel. 
1975. 1st Half 1976 


Trade Balance -1,671.4 -234,.8 
Exports (FOB) 5,003.0 3,461.8 
_ Imports (FOB) 6,674.4 3,696.6 
Net Services —442.2 -170.6 
Net Transfers 226.7 113.0 


4. Net Current Balance 1,886.9 292.4 


Net Capital Inflows 2,597.65 927.2 

5-1 Net Long and Medium Term2/ 1,502.1 556.3 

(a) Non-Bank Loans & KDB, net 1,287.4 424.8 

Basic Balance ( 4 minus 5-l-a) -599.5 132.4 

(b) Bank Loans & IMF credit, net 214.7 131.5 

5-2 Net Short-Term and Others 1,095.4 370.9 

Changes in FX Reserves 492.2 493.8 
(Increase = — ) 

Errors & Omission -218.4 -141.0 

Gross FX Reserves 1,541.6 2,035.3 


1/ Embassy estimate. 
2/ Original maturity of one year and over. 


Source: The Bank of Korea. 


Trade Outlook 


Rebounding demand in the U.S. market, particularly for textiles, 
has been the strongest element in the recovery of Korean exports. 
Preliminary data show first half ‘1976 exports to the U.S. up 98% 
over a year earlier, raising the U.S. share of Korean exports 
from 29% to 34%. Continued sharp gains in exports to Middle 
Eastern markets have also played a prominent role. Export 
growth is expected to be more moderate in 1977, but judging 
from current trends, an export total of $10 billion for next 
year seems well within reach. 


Tight restraint on imports has been a key factor in Korea's 

rapid restoration of its balance of payments situation. Although 
imports should show a gain in value terms of about 21% in 1976, 
this figure will be far below the projected increase of 54% for 
exports. With the balance of payments justification for import 
restraint rapidly disappearing, import growth in 1977 should 
more closely approximate the rate of growth for exports. 
Suppliers of plant and equipment and industrial raw materials are 
likely to be the biggest beneficiaries of this expanded import 
demand. 





Import data through the first half of 1976 show the U.S. share 
of the Korean warket falling to 22% as compared to 27% in 
January-June 1975 and 26% for all of 1975. Detail sufficient 
to identify the reasons for this decline is not yet available, 
but Korea's sharply reduced requirement for rice and barley in 
the wake of bumper harvests in 1975 is believed to be an 
important factor. Korean production of rice and barley will be 
even better in 1976. 


IMPLICATIONS FOR THE U.S. 


Spurting Korean Economy Offers Opportunities for U.S. Exporters 


Recent improvement in the Korean balance of payments holds very 
favorable implications for U.S. exporters. 


Korea has increasing funds available for imports to develop 
further the economic sectors which the Government considers 

most important. Although non-tariff barriers against imports 
still remain from the decades when Korea suffered from short 
foreign exchange, and when it wished to protect infant industries, 
liberalization will likely take place over the next few years. 
Import opportunities for a wide range of advanced industrial 
machinery and high quality capital equipment are consequently 

now developing. 


Development of the Korean economy has been guided since 1962 by 
a series of five year development plans. According to the 
guidelines for investment contained in the Fourth Five-Year 
Development Plan for 1977-1981, Korean industrial development 
will focus on iron and steel, machinery, electronics, chemicals, 
and textiles. 


Best prospects for increased U.S. exports to Korea thus exist in: 


1) machine tools, metal working equipment, and process 


control instrumentation and equipment where U.S. products 
are considered superior by Korean industry and where U.S. 


suppliers are most competitive; 


2) U.S. electronics production and testing equipment as well 
as advanced electronic components; 


3) new energy systems, both nuclear and conventional, where 
the government has scheduled about $4.6 billion for 


investment during the next five years; 





4) scientific and laboratory instruments; 

5) textiles and apparel machinery; 

6) health care equipment and systems; 

7) computers and peripherals; 

8) pollution control instrumentation and equipment; 
9) food processing and packaging equipment; and 
10) printing and graphic arts equipment. 


In general capital goods and high technology equipment and 
systems supporting Korea's further industrialization should be 
the basic area for market development efforts by U.S.‘ firms. 


The provision of acceptable financing for export sales remains 
important, however, if U.S. exporters are to compete with other 
suppliers, some of whom gain from geographic proximity and 
consequent lower shipping costs and shorter delivery periods. 


Investment Climate 


Korea continues officially to welcome private foreign investment, 
which has been an important factor in the rapid industrial 
development of the country. After the rapid industrial expansion 
of the last decade, however, the ROKG is now becoming somewhat 
more selective concerning the sectors into which it wishes to see 
both domestic and foreign investment channeled. 


In the future, the greatest investment incentives will ‘be accorded 
to ship construction, iron and steel production, machinery manu- 
facturing capacity, and electronic products and components. Other 
sectors may be added to a new investment law now being drafted. 


Generally, the ROKG permits a maximum of 50% foreign participation 
in new joint ventures, and is expected to continue to consider 
liberal conditions of ownership and financial benefits in the 
sectors mentioned above which have been designated for particu- 
larly rapid development. 


In 1975 ROKG approvals for proposed investment from all foreign 
countries amounted to over $200 million, up from $143 in 1974. 
Approvals for U.S. investments, including those by third country 
subsidiaries of U.S. multinational corporations totaled $75 
million, up from $38 million in 1974. Actual implementation of 
investment plans dropped in 1975, however, reflecting delays 

in economic recovery in the U.S. and Japan. Major new U. S. 
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investments in 1975, other than in electronics, included 
chlorine, caustic soda, fertilizer, polyethylene and other 
petrochemicals. During the first half of 1976 total investment 
approvals fell off considerably to $20 million, with only 

$3.7 million of this total from the United States. Both ROKG 
officials and U.S. business representatives here attribute the 
sluggish pattern of foreign investment in the first half of 
1976 to world economic conditions rather than to any less 


favorable perception by foreign firms of Korea's economic 
future. 


7 = J iling, $9.40 
Available by subscription. from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual a ee ae ea tank 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department 0 Commerce, , D.C. 
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